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Reading Time: 20 minutes 
Writing Time: 180 minutes 
 
INSTRUCTIONS TO CANDIDATES 
Total marks for this exam: 50 marks. 
Section A contains 20 multiple choice questions worth 1 mark each (total of 20 marks). 
Section B contains short and long answer questions worth a total of 30 marks.  
Identify and discuss all relevant issues and refer to legislation and/or case law (where relevant) to justify 
answers to questions in both sections.   
EXAM CONDITIONS 
 
You may begin writing from the commencement of the examination session.  The reading time 
indicated above is provided as a guide only. 
This is an OPEN BOOK examination 
Any calculator is permitted 
Any handwritten material is permitted 
Any hard copy, English dictionary is permitted (annotated allowed) 
ADDITIONAL AUTHORISED MATERIALS EXAMINATION MATERIALS TO BE SUPPLIED 
 
Any printed material with the exception of CDU 
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1 x 16 Page Book 
1 x 4-Multiple Choice Answer Sheet 
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Section A 
Multiple Choice Questions 
Total Marks for this section:  20 marks 
 
 
This section should be answered on the Answer Sheet provided.  Please ensure that your name 
and student number have been written on the Answer Sheet and place the Answer Sheet in the 
completed Answer Booklet. 
 
Each question in Section A is worth 1 mark.  
 





Section B commences on the next page
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Section B 
Short and Long Answer Questions 
Total Marks for this section:  30 marks 
 
This section should be answered in the Answer Booklet provided. 
 
Marks for each question are indicated.  You should aim to write 1 to 2 pages for Question 1.  
You should aim to write half a page to 1 page for each part of Question 2.  You should aim to 
write 1 to 2 pages for Question 3.   
 
Suggested Time allocation for Section B:  80 to 100 mins 
 
 
Question 1 [10 marks] 
 
The five directors of Fly-By-Night Pty Ltd (‘FBN’) decided that at their next board meeting they 
would discuss paying a dividend of 15 cents per share.  As FBN’s accountant, you have 
previously identified a potential cash flow issue due to the company’s loss of a business contract 
with a key customer.  FBN is presently able to cover this loss in revenue because of its positive 
net asset position.  However, you think that cash flow problems will start to arise during the next 
quarter.  You have advised all of this in writing in a letter to FBN’s board.  Two directors have 
called you just before commencing their board meeting (the other three directors are overseas 
and uncontactable).  The two directors tell you: ‘We want your confirmation that there is 
nothing to stop two out of the five directors resolving to pay the proposed dividend. The 
company’s net asset position will remain positive after the dividend is paid, so we think it is 
fine.’   
 
What is your advice to the two directors?            
 
Question 2 (Total 10 Marks) 
 
Garry White is an executive director of a company which trades a retail business.  After two 
years of poor trading and low turnover, the company is unable to pay its debts as and when they 
fall due.  White visits you to get some very basic advice on the options open to address the 
situation of the company’s insolvency.   
 
(a) By reference to the Corporations Act 2001 (Cth), explain the various options available to 
White’s company to deal with its insolvency.  In your answer, explain what difference it 
would make in assessing these options if White tells you that ‘the business could be 




(b) If the company has borrowed money from a bank and the bank has a security interest 
over all of the company’s assets (securing the loan), explain what the bank might do to 
enforce or protect its interests.  
 
(4 marks) 
Question 3 is on the next page  
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Question 3 [10 marks] 
Fresh Air Co Ltd (‘Fresh Air’) is a company specialising in bottled air fresheners that smell like 
different Australian environments, such as the Great Barrier Reef or the Snowy Mountains. 
Their Primary Scent Controller, nicknamed "the sniffer" is Jerry Garner. He is world renowned 
for his extraordinary ability to distinguish and correctly identify 280 different mountain flower 
scents. 
Fresh Air is seeking to raise funds to expand into the overseas market. They have issued a short 
form prospectus and referred investors to further material lodged with ASIC. The prospectus is 
current and approximately $10 million has already been raised.   
In late 2015 Jerry suffered a severe allergic reaction to a new scent called "spring time in the 
mountains" which included some newly discovered mountain flower scents. As a consequence 
Jerry was advised by his doctor to only test those scents he knew he was not allergic to. He 
informed the board of Fresh Air and they agreed to this arrangement.  
In the next board meeting the Chairman of Fresh Air raised his concerns: "I think we may have a 
problem". He pointed out that in the material lodged with ASIC, Fresh Air had stated under the 
heading "Contractual Arrangements" that "Jerry Garner ("the sniffer") will oversee the next 2 
years of scent development as the Primary Scent Controller". The Chairman explained to the 
board that Jerry had not exactly been contracted for 2 years as he was only on a twelve month 
retainer to be the Primary Scent Controller. He added that it was understood (based on Jerry's 
handshake) that Jerry would renew his contract for the 2 years described in the prospectus. 
However, he pointed out that investors may not see it this way. The Chairman also raised his 
concern about Jerry’s allergies, and whether Fresh Air was required to act on this information.  
Taking into consideration the Chairman’s concerns, discuss, with reference to the relevant law, 
whether Fresh Air’s prospectus is in breach of Chapter 6D of the Corporations Act 2001. 
 
